The Lifecyle of Pill: What Nepal’s pharmaceutical journey
reveals about Challenges and Opportunities

A pill made in Nepal is not purely local. Its chemistry may come from India or China. Its price may be shaped
by Nepali regulator, its availability may depend on a road or border crossing, and its final purchase often
depends on a household’s cash balance. The strategic question is therefore not whether Nepal can make
medicines. It is which part of the pill’s journey Nepal can control profitably and reliably. This article is an
attempt to understand the issues in Business value chain of pharmaceutical sector of Nepal. It is deliberately

not a slogan about self-sufficiency. It intends to uncover practicality of Nepal’s near-term opportunities and

challenges.

Nepal’s Pharma Value Chain Is Import-Dependent, Formulation-Led,
and Regulation-Constrained

APIs and excipients are largely imported, while domestic value creation occurs through
formulation, quality systems, distribution, and affordable access.
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Figure 1. Value Chain Overview of Pharmaceutical Industry in Nepal

1. Imported Chemistry and National Bill: Import dominates the system

Every pill begins as an active pharmaceutical ingredient, or API, combined with excipients that give medicine
stability, shape and shelf life. This is the first dependency of Nepal’s pharmaceutical value chain. Nepal has
built formulation capability, but it has not built a standalone API ecosystem. The distinction matters. A
country that formulates medicine can build brands, employment and some supply resilience. But a country

that does not produce APIs remains a price taker. When input price rises or the dollar strengthens or a border

crossing slows, the cost of local manufacturing moves quickly.

The trade chart of Nepalese economy tells the story more sharply than any slogan. Imports dominate exports
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by wide margin. Even after the Covid-era spike, imports remained structurally high, while exports remained

small. The situation is less likely to change anytime soon.

However, import dependence is not automatically a failure. For a small market, importing APIs may be

economically rational. The strategic failure, however, would be pretending the risk does not exist. A serious

domestic pharma platform needs dual sourcing, qualified suppliers, safety stock, FX monitoring and working-

capital discipline.

2. The factory: Nepal formulates, but not manufacturing is all equal

Once imported materials clear customs, Nepal's industrial role begins. In this market, most of the

pharmaceutical manufacturing means formulation: converting imported APIs and excipients into tablets,

capsules, syrups, ointments and other finished forms. Although economically meaningful, this cannot be

technically treated as deep pharmaceutical technology. For instance, a tablet line, an oral line and a sterile

injectable plant are different businesses. The first is largely a scale-and-brand game; the second depends on

formulation stability and distribution discipline; the third requires sterile infrastructure, validation systems,

and far stricter quality assurance. Nepal’s pharmaceutical opportunity is not defined by whether it can

manufacture medicines, but by which dosage forms it can produce with consistent quality, commercial

discipline, and regulatory credibility.

Pharmaceutical Product Categories:
Manufacturing Complexity and Investment Interpretation

Alpha Capital | Sector Analysis Framework

Products are categorized by dosage form and technical complexity because categories carry different

manufacturing, commercial, and investment implications.

Category

Tablets &
capsules

Oral liquids &
syrups

Ointments /
creams / gels

ORS ORS & oral
powders
Sterile injectables /

)
E SVP/LVP/
< ophthalmic drops

Biologics &
human vaccines

Examples

Paracetamol,
metformin

Paracetamol syrup,
cetirizine syrup

Clotrimazole cream,
povidone-iodine
ointment

ORS sachets

Saline, ceftriaxone
injection, eye drops

Vaccines, insulin
analogues

Domestic capability

Strongest local base;
high-volume core segment

Meaningful local capability,
especially pediatric/cough
products

Well-developed
formulation segment

Visible in essential and
pediatric medicine

Limited capability; high
sterility and QA
requirements

No practical near-term
domestic manufacturing base

Investment view

Attractive only with brand strength,
GMP, distribution and margins.

Useful base portfolio but
exposed to price caps and
seasonality.

Moderate complexity;
attractive with differentiated
brands.

Health-security relevant, but
pricing economics matter.

High-return / high-risk;
technical diligence is
essential.

Prefer import / cold-chain
distribution or JV, not
greenfield manufacturing.

Analytical takeaway

¢ Domestic capability is strongest in conventional formulations, not biologics.
* Higher technical complexity may improve returns, but it sharply raises QA and diligence requirements.

Figure 2. Pharmaceutical Product Categories for Investment Interpretation
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Secondly, the table below explains how the headline count of manufacturers overstates the investable universe
as only 10-11 companies are reported to be profitable. A license is not a platform. A plant is not a moat. A
price list is not a brand. The relevant question is how manufacturers may sustain compliance, cash conversion
and doctor/pharmacy trust at the same time. Even a functioning factory must answer a harder question: can

every batch be trusted ? The answer directly leads to Quality aspect of business.

Industry Health: Many Licenses, Few Profitable Platforms

Nepal's pharmaceutical manufacturer count narrows sharply once operational status and sustained profitability are applied,

Operating funnel What the numbers imply
Count of companies by evidence strength Use ratios, not headline company count
Registered manufacturers 130 46-62% of registered firms
Licensed universe o 0 appear operational
Operational facturers )
Estimated active base 60-80 8-8.5 % of registered firms
* are profitable
< reported operational range
Profitable companies . 10-11
Likely investable core 5 0 of operational firms
@ 12.5-18.3% J%emions

0 Key message: Registration is not the same as capacity, credibility, or investability.

Analytical interpretation
The investable universe is materially smaller than the licensed universe. Screening should therefore prioritze GMP credibility,

batch-record integrity, distribution discipline, working-capital quality, and repeatable profitability.

Figure 3. Industry health: many registered companies, far fewer profitable platforms.

3. The quality passport: GMP turns capacity into credibility

In pharmaceutical investing, quality is not a slogan. It is an operating system. WHO-GMP (Good
Manufacturing Practice) certification, batch records, stability data, QC discipline and recall history determine
whether a factory is scalable platform or merely a low-margin production site. The latest DDA WHO-GMP
contains 76 facilities/entries, with 54 interpreted as currently holding valid WHO-GMP certification. Quality

cycle rewards fewer, better companies.
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Gate 2

K_, [A' Bﬂé &
Certification Scope Batch Records CAPA & Stability QC Lab System Regulatory History /
Traceability Discipline Reliability Clean Track Record

9 Question 9 Question a Question 0 Question 9 Question
Is the WHO-GMP Are batch manufacturing Are deviations, CAPA Is the QC lab calibrated Has the company faced
certificate valid for the records complete and and stability studies and method validation recalls, warnings or
exact facility and dosage reconciled? properly documented? complete? counterfeit issues?
form?

° Why it matters ° Why it matters ° Why it matters ° Why it matters ° Why it matters
Certification may be Weak batch records Poor CAPA and weak Quality must be Regulatory history
facility- and dosage-form signal poor process stability data weaken internalized, not affects trust, valuation
specific. control. data integrity. dependent only on DDA. and deal risk.

Figure 4. GMP Quality Diligence Framework

The outstanding manufacturer is not the one with the most SKUs. It is the one whose systems can survive an
independent GMP audit and whose sales can be reconciled with collections, returns and channel inventory.

Although, this does not prove investability, it creates the first filter for diligence for strategic screening.

4. The road: distribution decides whether medicine becomes access
A pill becomes a health product only when it reaches a patient before expiry, at a price the household can pay,
and through a channel the patient trusts. The journey of manufactured good is not only commercial, but also
geographic. Urban pharmacies and Terai trade corridors are relatively dense. Remote districts are much

thinner. In such a system, landslides, border delays, fuel costs and cold-chain gaps can matter as much as

factory capacity.
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Pharma Route-to-Market Model: Product Flow, Demand Creation and Investment Risk

In pharmaceuticals, value is not created only by manufacturing. It is realized through controlled distribution,

prescription influence, pharmacy availability, hospital access, and cash conversion.
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Distribution quality determines
whether factory output
becomes cash.

Medical representatives
determine whether branded
generics build repeatable
demand.
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substitution and patient-level
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Hospitals determine access
to specialist and critical-care
products.

Cold chain determines
whether complex products
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Investment takeaway

In pharma, distribution is a control system, not merely a delivery function. The investable company is the one that can
combine supply reliability, field-force productivity, pharmacy and hospital access, credit discipline, expiry control, and

regulatory compliance into repeatable cash conversion.

Figure 4. Pharma Route to Market

Investors may look for pharma companies that create value by turning distribution from a cost center into a

control system, keep products available, limit expiry and returns, collect receivables faster, and protect brand

trust at the pharmacy and hospital level.

5. The wallet: the patient is the final payer

In markets with deep insurance systems, reimbursement absorbs much of the purchase shock. Nepal is

different. A large share of healthcare spending is out-of-pocket, and pharmaceuticals account for a high share

of that household burden. A doctor may prescribe the brand, a pharmacy may substitute it, and a family may

reduce the quantity if cash is short. The last mile is therefore not a logistics detail. It is where medical science

meets household economics.
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Patlent-Funded Demand Pharmaceuticals Are a Household Cash Flow Burden

Out-of-pocket payment directly shap

; affordability, adherence, brand substitution, and re

peat dem

and in Nepal's pharmaceutical market

o How the burden compounds
Two household-payment ratios combine into a material

55.8%

OOP share of current
health expenditure

55.8% of benchmark

Read as: househol

67.0%

Pharma share of OOP
heaith spend

X

|~ ———
67.0% of benchmark
1-tur

fed pharma spending is large enough to influence demand, adherence, substitution, and chan

37.4%

Effective OOP pharma
burden as % of current
health expenditure

Investment interpretation
For chronic and medicines, ity is part of the demand curve. Investable companies need pack-price discipline, credible brands.
rellable avallabllnty controlled channel credit, and working-capital discipline—not manufacturing capacity alone

Figure 5. Patient-funded demand: pharmaceuticals are a major household cash-flow burden.

This explains why affordability is not a social footnote. It is the demand curve. For chronic therapies, patients
must buy the product repeatedly. If the monthly cash burden becomes too high, adherence falls, brand

switching rises and pharmacy substitution becomes more likely.

The nature and price of product, the likely behavior of the end user and the equilibrium match among these

two factors determine the  value generated by the business. Investors and manufacturers
may investigate aspects below to imply the strength of the business.
Implication for

Patient situation Likely behavior

manufacturers/investors

Acute fever, pain orDemand is urgent; availability mattersStockouts quickly push patients toward
infection most. imports or substitutes.
Chronic cardiac/diabetesPrice  sensitivity =~ rises becauseSmall pack sizes, trusted brandsand

therapy treatment is repeated monthly. repeat-prescription economics matter.

Families seek cheaper alternatives,
Specialty  distribution and  hospital

Cancer or critical care  hospital guidance and sometimes o
credibility are decisive.

informal routes.

Purchases may be delayed, reduced orAffordability and last-mile availability are
Low-income rural patient

substituted. core to market size.

This household-payment reality becomes even more important as Nepal approaches LDC graduation. Nepal’s
movement out of the least developed country category may gradually reduce the trade and intellectual-

property flexibilities that have helped keep some medicines affordable, particularly under the TRIPS
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framework. If patented or newer-generation medicines become costlier due to royalties, licensing
requirements or import dependence, the pressure will not remain only at the policy level; it will reach the
pharmacy counter. Patients may delay treatment, shift to cheaper substitutes, buy incomplete doses, or depend

more heavily on hospital guidance and informal channels.

For manufacturers and investors, LDC graduation therefore links directly with affordability strategy:
companies with strong quality systems, licensed products, technology-transfer partnerships and disciplined
pricing may benefit, while weak firms relying only on low-cost copy-generics may struggle to protect both

margins and patient access.

6. The referee: regulation must protect the patient without starving the factory
The Department of Drug Administration sits in the hardest part of the system. It must protect patients from
unsafe or overpriced medicine while ensuring that essential medicines remain commercially viable to produce.

The tension is visible in price controls.

The prices for 117 medicines remain controlled and that paracetamol has been capped at Re 1 per tablet since
2007. That cap protects affordability. But if input costs, wages, utilities and FX move while the selling price
does not, manufacturers may rationally reduce or stop production. Including this, we found some major issues

that may possess Industrial risk relevant for investors.

Regulatory issue Patient objective Industrial risk

_ o ) Keep core medicinesProduction becomes unattractive if
Essential medicine price caps
affordable. costs rise faster than price.

Delays can exclude domestic companies
WHO-GMP and GMP renewal Ensure medicine quality.
from procurement or exports.

Maintain  supply andUnchecked imports can weaken local
Import approvals

product choice. production and quality oversight.

Offer access toFood-category products may bypass
Nutraceutical grey zone supplements andpharma scrutiny while competing for

wellness products. patient cash.

The right policy question is not price control versus no price control. It is whether Nepal can design a system
where essential medicines remain affordable, domestic production remains viable, and quality enforcement

remains credible.

7. Where capital can help: the lifecycle investment map

The lifecycle analysis separates what Nepal can realistically control from what it should not underwrite without
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external technology, scale or guaranteed offtake. The best opportunity is selective control, not full-spectrum
ambition. The future Nepali pharma winner is unlikely to be the company that promises to make everything.
It will be the company that chooses where to be excellent: a tight product portfolio, clean GMP systems,
disciplined working capital, credible prescriber access and supply-chain resilience while navigating the

challenges of:

Imported-input dependence
Price-control stress
Uneven quality standards

Distribution and cash-cycle risk

YV V VYV

Affordability pressure

Where Capital Can Help: Pharma Investment Opportunity Map

The issue is not whether a segment is attractive in theory; it is whether the risk can be underwritten with evidence.

Screening rule: Prefer segments where Nepal can control quality, distribution, pricing discipline, repeat demand,
and working-capital risk.

1. Core investable platforms 2. Selective / diligence-heavy bets 3. Avoid or partner-only

Prioritize if company evidence is strong Underwrite only with proof of execution Do not underwrite as simple growth stories

Repeat prescriptions; growing NCD

Clwonle-cans:hraoded High Sterile injectables / [T Standalone API
generics @ critical care high risk n manufacturing

burden; manageable formulation Hospital demand exists, but Scale, chemistry ecosystem,
complexity. sterility, QA, and validation energy, logistics, and cost
risks are non-negotiable. disadvantages.

Specialty distribution /
cold chain -
Capital-light route into high-value, Government essential m Vaccines / biologics
import-dependent products. medicine tenders @ § manufacturing
Volume and health-security Technology, regulatory, quality,
Quality-led oral relevance; pricing and payment and scale barriers are too large
He formulations risk can compress returns. for unsupported greenfield bets.
Large market, but crowded; returns
depend on brand and distribution.

Strategic takeaway

The strongest thesis is selective control, not full-spectrum ambition: chronic brands,
quality formulations, and specialty distribution are more underwriteable than

APl or biologics manufacturing.

Conclusion: the pill is a mirror of the system
A Nepali pill begins as imported chemistry, becomes a domestic product on a formulation line, passes through
a quality system, travels through fragile geography, meets a regulator's price ceiling, and ends as a cash

purchase by a patient. Each stage adds value. Each stage also adds risk.
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That is why the right pharmaceutical strategy for Nepal is not romantic self-sufficiency. It is disciplined control
over the parts of the chain where Nepal can build advantage: quality formulation, reliable essential medicines,

chronic-care brands, specialty distribution and investable GMP platforms.

The pill may be small. The lesson is not. A medicine that cannot be produced profitably will not be available.
A medicine that is available but unaffordable will not be taken. A medicine that is affordable but poor quality

will not build trust. The winner must solve all three.
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